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ledger
Bookkeeping --> accounting --> balance --> state
Bookkeeping is the recording of financial transactions, and is part of the process
of accounting in business.[tl Transactions include purchases, sales, receipts and payments by an
individual person or an organization/corporation. There are several standard methods of bookkeeping,
including the single-entry and double-entry bookkeeping systems.

From <https://en.wikipedia.org/wiki/Bookkeeping>
https://www.dreamstime.com/stock-image-d-life-cycle-accounting-process-illustration-circular-flow-chart-image30625511
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Incomes

Op.No. Input Output RemainingAmount
1 123 0 123
2 5 11 117

Compare with UTXO system
https://medium.com/@olxc/ethereum-and-smart-contracts-basics-

e5c84838b19
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https://en.wikipedia.org/wiki/Accounting
https://en.wikipedia.org/wiki/Business
https://en.wikipedia.org/wiki/Bookkeeping#cite_note-Weygandt,_Kieso,_Kimmel_(2003)-1
https://en.wikipedia.org/wiki/Single-entry_bookkeeping_system
https://en.wikipedia.org/wiki/Double-entry_bookkeeping_system
https://en.wikipedia.org/wiki/Bookkeeping
https://www.dreamstime.com/stock-image-d-life-cycle-accounting-process-illustration-circular-flow-chart-image30625511
https://medium.com/@olxc/ethereum-and-smart-contracts-basics-e5c84838b19
https://medium.com/@olxc/ethereum-and-smart-contracts-basics-e5c84838b19
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Transaction template:
Tx_N="TxN:In11=...||In12=...] |Outll=...| |Out12=...| |Recl=...| |Rec2=..."

Transactions:

Tx_1="Tx1:In11=6000] | In12=3000]| | Out11=5000| | Out12=4000| |Rec1=B| |Rec2=A'
Tx_2='Tx2:In21=5000| | Out21=3500]| | Out22=1500| | Rec1=A2| |Rec2=B'
Tx_3='Tx3:In31=3500]| | Out31=3500| | Out32=0| | Rec1=E | |Rec2=A2'

>> hTx_1=h28('Tx1:In11=6000] | In12=3000| | Out11=5000]| | Out12=4000| |Rec1=B| |Rec2=A")
hTx_1 = 5B5412B

>>hTx_1=h28(Tx_1)

hTx_1=5B5412B

>> hTx_2=h28('Tx2:I1n21=5000| | Out21=3500| | Out22=1500| | Rec1=A2| | Rec2=B')
>> hTx_2=h28(Tx_2)

hTx_2 = D5C895A

>> hTx_3=h28('Tx3:In31=3500] | Out31=3500| | Out32=0| |Rec1=E| |[Rec2=A2)

>> hTx_3=h28(Tx_3)
hTx_3 = FEC59B7

State transition diagramm

H-Functions. Merkle authentication tree

Input Digest
T = T DFCD 3454 BBEA 788A 751A 5#/’4 -1 160 brfg
= . furr‘zf;n > 696c 24D9 7009 CA99 2D17

SHA - 256 b
\ 64 hex

| The red fox | [ ervntaaranhic | I
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rTox nasn

i "] 636c 24p9 7009 cA99 2017
Lhr:::::: cryp:f;aph'c 0086 46BB FBTD CBE2 823C
the blue dog finckion ACC7 6CD1 90B1 EEGE 3AEC
The red fox cryptographic 8FD8 7558 7851 4F32 D1C6
sl hash > 7681 79a9 0DA4 AEFE 4819
the blue dog function
Lh;pﬁ::: crypt;’fsr;ph'c .| FCD3 7FDE 5AF2 C6FF 915F
the blue dog function D401 COAS 7D9A 46AF FBA5
L";p',f:?“ cryp:’g:ph'c , 8ACA D682 D588 4C75 4BF4
EISTERE. Ay 1799 7D88 BCFS 92B9 6A6C

Binary trees

Merkle_Tree

SHA- 256 bits
64 hex

OcAave 6.3.0
h28(" .. %)~ T hex
AdZA?C’,,,°>' dec

h24
hdau hd26 hd2g
2ha 256  AES/(2X

Handbook of Applied Cryptography by A. Menezes, P. van Oorschot and S. Vanstone

A binary tree is a structure consisting of vertices and directed edges. The vertices are di-

vided into three types:

1. aroot vertex. The root has two edges directed towards it, a left and a right edge.
2. internal vertices. Each internal vertex has three edges incident to it — an upper edge

directed away from it, and left and right edges directed towards it.

3. leaves. Each leaf vertex has one edge incident to it, and directed away from it.

The vertices incident with the left and right edges of an internal vertex (or the root) are called
the children of the internal vertex. The internal (or root) vertex is called the parent of the
associated children. Figure 13.5 illustrates a binary tree with 7 vertices and 6 edges.

iletnal yertices

Figure 13.5: A binary tree (with 4 shaded leaves and 3 internal vertices).
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Constructing and using authentication trees

Consider a binary tree 7" which has ¢ leaves. Let h be a collision-resistant hash function. T’
can be used to authenticate ¢ public values. Y3, Y, ... , Y;. by constructing an authentica-
tion tree T* as follows.

1. Label each of the ¢ leaves by a unique public value Y;.
On the edge directed away from the leaf labeled Y;. put the label A (Y;).
If the left and right edge of an internal vertex are labeled & and ho. respectively, label
the upper edge of the vertex h(hy || h2).

4. Ifthe edges directed toward the root vertex are labeled u; and us. label the root vertex

h(uy||uz).

Once the public values are assigned to leaves of the binary tree, such a labeling is well-
defined. Figure 13.6 illustrates an authentication tree with 4 leaves. Assuming some means
to authenticate the label on the root vertex. an authentication tree provides a means to au-
thenticate any of the £ public leaf values Y;. as follows. For each public value Y;. there is
a unique path (the aurhentication path) from Y; to the root. Each edge on the path is a left
or right edge of an internal vertex or the root. If e is such an edge directed towards vertex
x. record the label on the other edge (not e) directed toward . This sequence of labels (the
authentication path values) used in the correct order provides the authentication of Y;. as il-
lustrated by Example 13.17. Note that if a single leaf value (e.g., Y7 ) is altered. maliciously
or otherwise. then authentication of that value will fail.

(TR B

R = h(h;||h(Y3))

hz = h(h1||h(Y3)) h(Ya)

hy = h(h(Y1)||h(Y2))

h(Y1)

Yi Y2

Figure 13.6: An authentication tree.

13.17 Example (key verification using authentication trees) Refer to Figure 13.6. The public
value Y; can be authenticated by providing the sequence of labels ~(Y2). h(Y3). k(Y3 ). The
authentication proceeds as follows: compute (Y7 ): next compute hy = h(h(Y7))||h(Y2)):
then compute ho = h(hq| h(Y3)): finally. accept Y7 as authentic if h(hz||h(Y1)) = R.
where the root value R is known to be authentic. O
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The advantage of authentication trees is evident by considering the storage required to
allow authentication of ¢ public values using the following (very simple) alternate approach:
an entity A authenticates ¢ public values Y;,Y5, ... ,Y; by registering each with a trusted
third party. This approach requires registration of ¢ public values. which may raise storage
issues at the third party when ¢ is large. In contrast. an authentication tree requires only a
single value be registered with the third party.

If a public key Y; of an entity A is the value corresponding to a leaf in an authentication
tree. and A wishes to provide B with information allowing B to verify the authenticity of
Y.. then A must (store and) provide to B both Y; and all hash values associated with the
authentication path from Y; to the root: in addition. B must have prior knowledge and trust
in the authenticity of the root value R. These values collectively guarantee authenticity.
analogous to the signature on a public-key certificate. The number of values each party must
store (and provide to others to allow verification of its public key) is lg(#). as per Fact 13.19.

13.18 Fact (depth of a binarv tree) Consider the length of (or number of edges in) the path from L@‘Z/ £ = 4/ DY b= 2 12

each leaf to the root in a binary tree. The length of the longest such path is minimized when
the tree is balanced. i.e.. when the tree is constructed such that all such paths differin length / =
by at.imost one. The length of the path from a leaf to the root in a balanced binary tree
containing ¢ leaves is about lgﬁt ). =

bog, > = z%zﬁ
12+ do2, 2 =A2: 4=

13.19 Fact (length of authentication paths) Using a balanced binary tree (Fact 13.18)asanau- — /2

thentication tree with ¢ public values as leaves, authenticating a public value therein may
be achieved by hashing lgét) values along the path to the root.

13.20 Remark (rime-space tradeoff) Authentication trees require only a single value (the root
value) in a tree be registered as authentic, but verification of the authenticity of any particu-
lar leaf value requires access to and hashing of all values along the authentication path from
leaf to root.

13.21 Remark (changing leaf values) To change a public (leaf) value or add more values to an
authentication tree requires recomputation of the label on the root vertex. For large balanced

trees, this may involve a substantial computation. In all cases, re-establishing trust of all
users in this new root value (i.e., its authenticity) is necessary.

The computational cost involved in adding more values to a tree (Remark 13.21) may
motivate constructing the new tree as an unbalanced tree with the new leaf value (or a sub-
tree of such values) being the right child of the root, and the old tree, the left. Another
motivation for allowing unbalanced trees arises when some leaf values are referenced far
more frequently than others.

Bitcoin transactions are permanently recorded in the network through files called blocks. Maximum
size of the block is currently limited to 1 MB but it may be increased in the future. Each block contains
a UNIX time timestamp, which is used in block validity checks to make it more difficult for adversary
to manipulate the block chain. New blocks are added to the end of the record (block chain) by
referencing the hash of the previous block and once added are never changed. A variable number of
transactions is included into a block through the merkle tree (fig 3.). Transactions in the Merkle tree are
hashed using double SHA256 (hash of the hash of the transaction message).

Transactions are included into the block’s hash indirectly through the merkle root (top hash of a merkle
tree). This allows removing old transactions (fig. 4) without modifying the hash of the block. Once the
latest transaction is buried under enough blocks, previous transactions serve only as a history of the
ownership and can be discarded to save space.
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Merkle Tree
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Hash of previous block

®-0=

Creates the chain!

Till this place

011_011 MerkleTree.Blockchain Page 8



